UNIVERSITY OF NEW ENGLAND 


University of NAME: 
New England , 
STUDENT NUMBER: 
UNIT CODE: ECON405 — SPECIAL 
PAPER TITLE: Banking and Finance 
PAPER NUMBER: _ First and Only 
DATE: Wednesday 11 June 2014 TIME: 9:15AM TO 11:30 AM 


TIME ALLOWED: — Two (2) hours and fifteen minutes 


NUMBER OF PAGES IN PAPER: TWO (2) 
NUMBER OF QUESTIONS ON PAPER: EIGHT (8) 
NUMBER OF QUESTIONS TO BE ANSWERED: FOUR (4) 


STATIONERY ea 6 PAGE ANSWER BOOKS 0 GENERAL PURPOSE ANSWER SHEET 
PER 


CANDIDATE: So GRAPH PAPER SHEETS 0 GEOLOGY SAMPLES 


OTHER AIDS REQUIRED: NIL 
POCKET CALCULATORS PERMITTED: NO 


TEXTBOOKS OR NOTES PERMITTED: NIL 


INSTRUCTIONS FOR CANDIDATES: 
e Candidates MAY NOT start writing until instructed to do so by the supervisor 


e Please pay attention to the announcements and read all instructions carefully before 
commencing the paper 


e Candidates MUST write their name and student number on the top of this page 

e Answer ANY FOUR (4) of the EIGHT (8) questions in the answer books provided 
e Use a separate answer book for each answer 

e All questions are of equal value 


e This examination question paper MUST BE HANDED IN with worked scripts. Failure to do 
so may result in the cancellation of all marks for this examination 


REMEMBER TO WRITE YOUR NAME AND STUDENT NUMBER AT THE TOP OF THIS PAGE 


THE UNIVERSITY CONSIDERS IMPROPER CONDUCT IN EXAMINATIONS TO BE A SERIOUS OFFENCE. 
PENALTIES FOR CHEATING ARE EXCLUSION FROM THE UNIVERSITY FOR ONE YEAR AND/OR CANCELLATION 
OF ANY CREDIT RECEIVED IN THE EXAMINATION FOR THAT UNIT. 


ECON405 Special, Trimester 1 2014 


Answer any FOUR (4) of the EIGHT (8) questions provided 


All questions are of equal value 


Why are bank failures considered to have a greater effect on the economy than other types of 
business failures? What are the major lessons that have been learned from past bank failures? 
How does the prudential framework manage the risk of bank failures in Australia? 


What are the characteristics of money market instruments? Why must a financial claim possess 
these characteristics to function as a money market instrument? 


What do we mean by ‘off-balance-sheet’ activities? If these items are not on the balance sheet, 
are they important? What are examples of some off-balance-sheet activities? 


With the aid of diagrams describe how interest rates serve an allocative function in the 
economy? Include in your discussion a description of the real rate of interest and the factors 
which determine it. 


Define ‘interest rate risk’. Explain the two types of interest rate risk. Explain duration and 
bond properties and describe how an investor with a given holding period can use duration to 
reduce interest rate risk? 


Describe the term structure of interest rates, including a discussion about the different theories 
that explain changes in the term structure. Are these theories in any way related or are they 
alternative explanations of the term structure? 


Define ‘marketability’. Explain why marketability of a security is important to both investors 
and issuers. 


How does the prudential framework manage the liquidity risk of regulated institutions? Why is 
this important? 
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